





Item

1904 Act

Stopgap

Sugqgested Compromisc

e

B. Assumptions

Method of Accounting
for Interest

Applies to assumptions and
wraparound debt.,

Generally requires accrual
accounting for deferred interest in
transactions involving more than
$250,000 total payments.

Exceptions for sales of farms
{up to $1 million) and principal
residences (no limit).

Excepts assumptions of--

1. loans made before October
16, 1985, in transactions of
less than $100 million;

2. loans in connection with
sales of residences, farms, and
small businesses.

Wraparound debt not excepted.

Cash accounting required for
sdales of farms for $2 million or
less.

Other rules of 1984 Act
unaf fected.

The imputed interest rules
would not apply to loan
assumptions. For this purpose,
issuance of wraparound debt would
not be treated as an assumption.

1. If the amount of seller
financing is $2 million or less,
the parties may elect to account
for interest on the note under
the cash method.

2. The election would not be
available if the seller is either
(i) a dealer (i.e., is selling
the property in the ordinary
course ol its trade or business)
or (ii) an accruval basis
taxpayer.

J. If the seller transfers the
buyer's cash-cash note to a third
party, the transferee would
report interest on the note
according to its normal
accounting method,

4. [If the parties elect the cash
method, any person who assumes
the buyer's debt also must report
interest on the debt on the cash
met hod.

5. Treasury would be authorized
to issue regulations containing
rules to prevent abuse of
cash-cash accounting.






Item

1984 Act

Suggested Compromise

D. Cost Recovery
Deductions

Under ACRS, the basis of real
property (other than low-income
property) is recovered over an
18-year period.

The recovery period for real
property (other than low-income
property) would be increased to
19 years.

Effective date: Property
placed in service after

May B, 1985, except where

there was a binding contract
before, or construction bequn
before, May 8, 1985, and

the property is placed in
service before January 1, 1987,






